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This past \ear marks INTERCOM seventy-fifth year of operation since 
its formation in December. 1 C H 1. While originally established as a 
footwear manufacturing company, through an aggressive acquisition 
program, it has diversified into a number of other markets. 

■ INTERCO Today is a broadly based major manufacturer and 
retailer of consumer products and services represented by four 
operating groups. 

■ Apparel Manufacturing Group consists of 11 apparel 
companies operating 45 manufacturing plants and 12 major 
distribution centers. The group designs, manufactures and distributes 
a full range of branded and private-label sportswear, casual apparel, 
outer garments and headwear for men and women. Distribution is 
national in scope to department stores, specialty shops and other retail 
units. Substantial distribution, under private and branded labels, is 
also made to large national retail and discount chains. 

■ General Retail Merchandising Group operates 
201 retail locations in 15 states. General retailing includes large 
do-it-yourself home-improvement centers, discount stores, men s 
specialty apparel shops, and specialty department stores. Six regional 
distribution centers support these retail location*. 

■ Footwear Manufacturing and Retailing Group styles, 
manufactures and distributes primarily men’s footwear, and a broad 
range of athletic footwear, principally in the l nited States. Australia. 

(lanada and Mexico. There are 14 manufacturing plants and live 
major distribution centers in operation. Lite group operates 820 retail 
shoe stores and leased shot* departments in 48 states in this country, 
as well as in Australia. Canada and Mexico, footwear products are 
also distributed in more than 85 foreign countries. 

■ Furniture and Home Furnishings Group manufactures 
and distributes quality furniture and home furnishings. There are 48 
factories and 12 major distribution centers and consolidation 
warehouses located throughout the l nited States. The company also 
ow ns and operates 17 galleries. 
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HIGHLIGHTS 


Years Ended 

February 28. 
1987 

February 28. 
1986 

(lhange 

Prom operations: 

Net sales 

Net earnings 

As a percent of sales 

82,613,739,000 

98.643,000 

3.8% 

$2,510,740,000 

92,347.000 

3.7% 

4.1 % 
6.8 % 

Per share of common stock: 

Net earnings 

Dividends 

$3.13 
$1.57 

$2.92 

$1.54 

7.2 % 

1.9 % 

Financial condition: 

Working capital 

Current ratio 

Idtal assets 

Shareholders* equity 

Book value per common share 

S 789.892,000 

3.4 to 1 
1.720.712,000 
1,148.948.000 
$38.06 

$ 847,182,000 
4.7 to 1 
1.563,840,000 
1.111.293.000 
$36.52 

6.8}% 

10.0 % 
3.4 % 
4.2 % 

Shares on Islanding at vear end: 
Common 

Preferred 

28.565,253 

617,946 

28.620.456 

660,273 


Number of shareholders 

10.100 

10.500 


Number ol employees 

47.000 

46.000 



Percent of Sales by Operating Group 

APPAREL GENERAL RETAIL FOOTWEAR FURNITURE 
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TO OUR 

SHAREHOLDERS 


Despite a generally soft economy, the 
management of your company is pleased 
to report that fiscal 1987 was a year of 
sales and earnings growth. Three of our 
four operating groups achieved gains, and 
major strides were made in broadening 
our business through strategic 
acquisitions. 

Net sales for the year were $2.61 billion, 
compared to $2.51 billion in fiscal 1980. 
Net earnings were $98.6 million 
compared to $02.3 million a year ago. 
Earnings per share were S3.13. 
compared to $2.02 last year. \our 
company’s after-tax profit margin grew to 
3.8 percent of sales, and return on 
shareholders’ equity increased to 8.8 
percent. 

We are encouraged by INTERCO's 
performance in the past fiscal y ear. 
However, much remains to be done, and 
we w ill not be complacent toward further 
improvement. The progress achieved 
during the year indicates both the 
essential strength of our operating 
companies and the viability of our long- 
range planning. These factors can be fully 
demonstrated, however, only through 
consistent progress tow aid our goals of: 

■ Increased return on corporate assets: 

■ Long-term sales and earnings growth: 
and 

■ Improved return on shareholders* 
investment. 

■ Asset Redeployment 

Beginning in 1984. INTERCO’s 
management undertook an asset 
redeployment program intended to 
, improve overall performance by 
concentrating on areas of fering higher 
grow th opportunities and improved 
profitability. During the past year, we 
completed the divestiture phase of this 
effort. We will continue to monitor the 
performance of all of our operating 
companies within the context of our 
overall corporate goals. 

Of equal importance, during the y ear we 
commenced our most aggressive 


acquisition program since the beginning 
of die decade. Our acquisitions this year 
included: 

■ Purchase of Converse Inc., in 
September 1986. in a cash transaction. 
Converse complements our existing 
companies in the footwear market, 
enabling us to participate fully in the 
industry's fastest growing product 
category, athletic and leisure footwear. 
Converse b an outstanding brand name 
with broad consumer acceptance and an 
excellent position in the marketplace. 
Moreover, technology used to develop 
Converse s comfort and performance 
oriented footwear is the foundation for 
future quality products. 

■ Acquisition of I lighland I louse. Inc., 
during October 1986. in a cash 
transaction. I lighland 1 louse enjoys an 
excellent reputation in the upper middle 
price range of ilie upholstered furniture 
market. It* growth prospects are excellent 
and its product line supplements those of 
Ethan Allen and Bruy hill. 

■ Subsequent to the close of our fiscal 
year, in April 1987. we merged w ith The 
Lane Company. Incorporated, a major 
furniture manufacturer. Phis transaction 
involved the exchange of 1 Vi shares of 
1NTERCO common stock for each 
outstanding share of Lane common stock. 
Lane is a leader in the furniture industry 
with broad consumer recognition and 
acceptance. Among Lane’s many 
strengths, the Vet ion Division competes in 
the important rediner market, a segment 
in which our existing furniture 
companies do not fully participate. W ith 
its excellent product line and strong 
reputation for quality; Lane provides 
additional grow th opportunities in an 
industry in w hich we have a major 

c< >mniitment. 

These new INTERCO companies are 
characterized In capable and talented 
management teams that can be counted 
upon to continue the strong performances 
they have achieved in the past. Moreover, 
their products are leaders in their 
respective markets, and (heir financial 
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outlook is consistent with onr corporate 
growth objectives. 

■ Operating Group 
Performance 

1 Historically. INTERCO has achieved 
approximately 50 percent of its growth 
through acquisitions. We depend upon 
the entrepreneurial spirit and 
management skill of our existing 
operating companies to provide die 
remaining half of our increased 
performance. The past year lias been no 
exception and results were generally 
positive. 

■ Apparel Manufacturing Group — Sale-, 
were $817.7 million, compared with 
$007.8 million one year ago and 
operating earnings were S47.3 million, 
compared to $66.7 million. 

■ General Retail Merchandising Group — 
Sales were $408.3 million, compared 
with $4bl .8 million last year and 
operating earnings were $40 .b million 
compared to $32.1 million. 

■ Footwear Manufacturing and Retailing 
Group — Sales were 5663.5 million, 
compared with $558.3 million in the 
prior year and operating earnings weir 
552.1 million compared to 548.5 million. 

■ Furniture and Home Furnishings 
Group —Sales were $634.2 million 
compared with 5582.8 million the 
previous year and operating earnings 
were 575.0 million, compared to 557.3 
million. 

Conditions in the apparel industry 
continued to be seriously affected by a 
variety of factors throughout fiscal 1087. 
including direct sourcing by many 
retailer-., fewer advance seasonal orders 
bv major chains, and deflationary price 
trends. These conditions had greater 
impact on the women s segment. 
Nonetheless, the Apparel Manufacturing 
Group is beginning to show signs of 
stabilization in the first part of the new 
year. 

We have looked to the expertise of each 
of our apparel companies to address the 
difficult market conditions we have 
experienced. A number of new product 


introductions were announced by our 
apparel companies during the year in a 
continuing effort to respond fullv to 
consumer trends. Moreover, we combined 
the management skills of the INTERCO 
apparel companies through a task force 
to review and identify various responses 
to changes in the apparel industry from a 
strategic vantage point. This group is 
exploring a wide range of options, 
including increased fashion orientation 
and alternative sourcing possibilities to 
better meet the needs of the marketplace. 
In this regard. Campus entered into a 
joint venture agreement with an 
established vertically integrated knit shirt 
manufacturer in Costa Rica, 
strengthening our competitive position 
within the United States market. 

The General Retail Merchandising Group 
achieved an 8.1 percent return on sales, a 
record performance for this operating 
group. The group’s volume and 
profitability growth was led by the 
do-it-vourself home improvement 
segment. Although the margins in this 
industry were severely affected several 
years ago bv mam new entrants and die 
resulting intense promotional 
competition, these pressures have abated 
somewhat and we anticipate continued 
strong performance from this sector. 

Late in the year. Central 1 lardware 
acquired four new stores. Ivvo of these 
facilities served to expand our operations 
in Cincinnati. Ohio, while the other two 
open a significant new market 
opportunity in Nashville. Tennessee, 

The ov erall improvement in sales and 
earnings for the General Retail 
Merchandising Group reflected aggressive 
merchandising programs and cost control 
efforts undertaken by all of our 
companies. 

Weak consumer demand last year earned 
over into the first half of fiscal 1%“" for 
our Footwear Manufacturing and 
Retailing Group. However, trends 
strengthened during the second six 
months. In part, this positive shift 
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reflected improved conditions throughout 
much of the footwear industry. Our 
performance was also enhanced by the 
strong acceptance of new product 
introductions by I lorsheim. 

Following a successful pilot study. 
Florslieim expanded its electronic 
retailing program. pro\ iding video 
marketing units in 50 Illinois sites during 
the year. This innovative marketing 
approach can be used to supplement the 
performance of high traffic stores, or to 
make our products available in locations 
that would not normally .support a full 
retail operation. Further expansion of the 
electronic retailing program w ill occur in 
die western part of the count it early in 
the new year with an additional 60 to 65 
units. 

International Shoe continued its efforts to 
broaden its product offerings in the salet\ 
shoe and special applications markets. 
Senack achieved both increased sales and 
earnings despite intense promotional 
activity. Converse has experienced 
accelerated sales and earnings 
performance since its acquisition bv 
INTER* 0 

The Furniture and Home Furnishings 
Group achieved a record performance. 
Sales increased bv 8.8 percent w ith 
ongoing cost reduction efforts further 
enhancing the group’s operating profits, 
which rose 82.5%. 

Both Ethan Allen and Brovhill have 
aggressively* responded to continued 
consolidation within the furniture 
industry, paving particular attention to 
tile development of improved dealer 
programs: 

■ Ethan Allen pioneered the gallery 
concept and it remains the cornerstone of 
its marketing strategy. In fiscal 1687. this 
effort was supplemented bv the Standards 
of Operation Program through w hich 
Ethan Allen dealers wen* provided w ith 
a more complete line of coordinates and 
enhanced levels of decorating service, 
enabling them to serve (heir customers 
more effectively. I he response to this 
program was very positive. 


■ Bmvhill s Showcase Gallery’ Program 
prov ides dealers with a proven 
merchandising technique to increase sales 
and profits, while improving display of 
the full line of Brovhill products. 
Acceptance of this program has been 
excellent, with 230 Showcase Galleries 
now in operation and continued 
expansion planned in tin* current year. 

(hven continued low interest rates, 
positive demographic trends and a 
favorable housing market, the outlook for 
(lie Furniture and Home Furnishings 
Group remains encouraging. 

■ Financial Position 

IN I KRGOs financial position and cash 
How remain strong. At the end of fiscal 
1687. our working capital ratio was 
3.4 to 1. Inventory turnover rales and 
accounts receivable collection cycles were 
maintained at quite satisfactory levels. 

We anticipate capital expenditures of 
approximately $60 million during the 
year ahead, including the newly acquired 
companies. ()ur planned expenditures 
w ill again emphasize programs to reduce 
costs and improve productivity. We expect 
that funds generated from current 
operations w ill be sufficient to meet these 
needs, as well as finance our working 
capital requirements. INTERGO’s 
13.6 permit debt-to-capitalization ratio 
w ill provide maximum flexibility during 
the coming year. 

I lie company considers share repurchase 
programs strategically important. During 
the past year, we purchased the 
equivalent of 400.000 shares of 
IN I ER( X) common stock on the open 
market as part of our program to acquire 
a total of two million shares, as 
authorized bv the Board of Directors in 
December. 1685. 

We enhanced our stock s liquidity and 
provided opportunities for its broader 
distribution with a tvvo-for-one stock split 
in July. 1686 . \dditionally. this past 
September the Board of Directors 
approved an increase in the annual 
dividend on IN I ERC X) common stock to 
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$1.60 a share, effortive with (lie dividend 
payable October 15. 1986. 

■ INTERCOM First 75 
Years 

I he past year marked die 75th 
anniversary of the founding of your 
company. INIER( X) has changed greatly 
since 191 I. lujt the entrepreneurial spirit 
that has prompted our growth for three- 
([tiailers of a century remains the 
keystone of IN I ER( X)s operating 
phi.lt >s< >phv. 

We permit our managers to exercise fully 
their -.kills and ingenuity w ithin the 
context of oyerall corporate objectives, 
nurturing a long tradition of marketing 
innovation. We focus on consumer 
product industries with w hich we are 
familiar, and concentrate our efforts 
behind quality products that have 
achieved a leadership position w ithin 
their markets. 

At the corporate level, our objective is to 
achieve a solid return on our shareholders’ 
investment through a four-pronged 
a[ iproarh: 

■ first, we continually strive to improve 
the operating efficiencies of our existing 
a ►mpanies: 

■ Second, we attempt to achieve a higher 
return from our business mix by 
deploying the assets of am operations 
that consistently fall short of corporate 

< i) >ject ives: 

■ Third, through strategic acquisitions 
we endeavor to broaden our business to 
include products and services dial offer 
superior rates of return while 
complementing our existing companies: 
and 

■ Fourth, we are committed to pursue a 
v igorous asset management program to 
generate a strong cash How capable of 
linaneing further growth. 

In these ways, we are confident that we 
w ill continue to build a strong company 
throughout the remainder of IN FER( () s 
1 it'sf century. 


■ Changes on the Board 
of Directors 

An active board of directors is v ital to the 
performance of vour company. We are 
indeed fortunate to benefit from the 
adv ice and counsel of a hoard comprised 
of outstanding indiv iduals who are 
committed to INTERCOM long-term 
grow th. It is with deep appreciation that 
we acknow ledge the contribution made 
by Stanley M. Cohen who. during his 
48-year career, directed the development 
and grow th of Central Hardware 
Company. On March 1. 1987. Mr. Cohen 
retired from Central I lard ware and as a 
v ice president and a member of the 
()perating Board of IN FER( X). and in 
June. 1987, will retire as a member of the 
IN 1 ER( 0 Board of Directors. 

During the past year, we welcomed two 
new members to the board of directors. 
Robert II. Quenon. the president and 
chief executiv e officer of Peabody Holding 
Company, Inc., and Mark H. Lieberman, 
president of London tow n. a division of 
IN FERGO. Concurrent with the Lane 
merger. R. Stuart Moore. President and 
("Ilief Executive Officer of 1 ,ane. was 
elected to the Board of Directors and a 
\ ice President of IN FER( X). We look 
forward to their serv ice in the years to 




I larvey Saligman 
( haimian of the Board and 
Chief Executive (M’ficer 

April 14. 1987 


come. 


As we enter a new year. w T e are hopeful 
dial the progress made in lisral 1987 will 
be carried forward. The strong 
performance 4>f our (General Retail and 
Furniture Groups, the positive trends in 
Footwear Manufacturing and Retailing, 
and die recent signs of stabilization 
within our Apparel Group, all give cause 
for optimism. Moreover, the acquisitions 
completed during the past year broaden 
and strengthen our overall business mix. 

On behalf of INTERCO’s management 
ami directors, we greatly appreciate the 
continuing support of our customers, 
employees and shareholders during the 
past year, and w ill do our utmost to repay 
your confidence in u-> during fiscal 1988. 
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CONVERSE 
JOINS INTERCO 



Converse's athletic footwear has 
an excellent reputation for 
performance, supported by 
endorsements from outstanding 
professional players. Pictured 
above are Larry Bird and Magic 
Johnson, from the National 
Basketball Association, featuring 
the Converse Weapons basketball 


r 

^rfonverse Inc.. head(juartered in North Reading. 
Massachusetts, joined IN I ERGO in Septeniher. 1986. \ leader 
in the athletic footwear market, the Converse line of quality 
products have long enjoved widespread eonsutner acceptance 
baser! on their technical Miperioritv and performance 
characteristics. 

Over tile past four years. the athletic footwear industry has 
grown at. an annual rate of appmximateh 12 percent. I lib 
grow th has included the expanded use of athletic footwear for 
non-athletic purposes, particularly among teenagers and young 
adults. While maintaining their important position in the 
performance footwear sector. Converse has capitalized on this 
growth, w hile aggressivelv developing new product lines to meet 
evolving consumer needs. New product offerings in fiscal 1987 
included: 

■ The ( 'oni'eyvr walking shoe, introduced following extensive 
research at the Converse hiomeclianics lahoratorv. Walking slioes 
arc expected to offer high grow th opportunities. 

■ A new line of performance-oriented dress and casual shoes 
under the Hamptons label. I his collection features designs by 
Nino Cerruti, and special insole/outsole construction that 
provides consumers w ith a product that is substantially more 
comfortable than other dress and casual shoes. Following 
introduction in the fall of 1986 through major retail chains on 
both coasts, initial reaction to the Hamptons line ha> been 
excellent. 

■ In the canvas shoe segment, a variety of new ( hark Taylor I// 
Star colors, a group of higher top. \ll Stars called \eeht\ a 
collection of low -cut models under the ./<///?.$ by Conrrrsc label, 
and a selection of other low -cut models in various fashion and 
print colors. 


shoe. 
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■ A complete new line of performance tennis shoes for men and 
women hearing the GSf for Grand Shun Urtory brand name, 
with endorsements by both Jimmy Connors and Chris Evert 
Lloyd. 

■ The ( V>n.s\ a major impact leather basketball shoe, in high, 
mid-cut and low styles. Positioned as both a performance shoe 
and as a street wear product, the Cons has achieved good initial 
acceptance. 

■ A relatively new product segment — fitness shoes —with 
introduction of the iurora* a fitness shoe for women, and the 
If ? Conivrten a similar product for men. This category was 
initiallv created in response to the need for women s aerobic 
shoes, and has now broadened to encompass all areas of fitness. 

■ Several baseball, softball and football shoes which should 
result in good sales increases in the traditional ideated footwear 
market. 

■ A broadened related line of casual apparel, under the Chuck's 
label, in an effort to increase its penetration of this grow ing 
market segment. 

Hie entire Converse product line i^ supported In an aggressive 
advertising program that includes television, outdoor billboard, 
radio and printed media. These ads emphasize product quality, 
the active lifestyle of today s consumers, and the endorsement of 
well-known celebrities. Based on its strong track record, its 
widespread consumer acceptance, its technical superiority and 
it> aggressive and proven management, it is anticipated that 
Converse w ill plav an important role in INTERCOs future. 
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LANE 

JOINS 

INTERCO 


^X. April 13. l ( )cS7. shareholder approval was given for* the 
merger between INTER( O and Hie Lane Company. 
Incorporated, a major furniture manufa(‘turer headquartered in 
Vltavista. \ irginia.wi11 1 plants in four southeastern states. With 
the addition of Lane to INTER( ()'s Furniture and I Joint 1 
furnishings Croup, we are in a stronger position than ever to 
compete within this grow ing sector of our business. 

Lane achieved an excellent sales anti earnings record in the years 
preceding its merger with IN l’LK( X). based on a broad line ol 
tjualitv products, and a strong and experienced management 
team, total sales increased at an annual compounded growth 
rate of 12 percent during Lane s latest live vears of operations. 
The / jaw name, which is among tlie strongest furniture brand 
names has been nationally advertised for (to years. 

I .ane > operating divisions include: 

■ Action reclining chairs. 

■ IMF business furniture. 

■ Hickory ( hair traditional wood and upholstered furniture. 

■ Hickory Tavern upholstered furniture. 

■ /IIB contemporary upholstered and occasional furniture. 

■ Lane cedar chests, bedroom, dining room and occasional 
furniture. 

■ Pearson upholstered furniture. 

■ RoyalDeivlopment motion furniture mechanisms. 

■ lent arc casual wood and upholstered furniture. 
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APPAREL 

MANUFACTURING 

GROUP 



Londontown officially began in 
1922, manufacturing fine clothing 
for discriminating gentlemen. 
Following World War ll r they set out 
to combine these fine principles of 
tailoring with the rigid 
requirements of waterproof 
outerwear. The result was the 
introduction in 1954 of the London 
Fog weather coat which 
revolutionized the rainwear 
apparel industry. One of the 
original advertisements for this 
innovative product is shown 
above. 


I \ I I K( !() s Apparel Manufacturing Group addressed 
challenging market conditions during fiscal l l )87 w itli a broad 
arrav of products aimed at meeting die needs of today s fashion- 
conscious consumer. 

■ Biltwell introduced a line of apparel for big and tall men 
based on an association with a popular entertainment figure. 

Ed McMahon, and bearing his name In order to maintain the 
(piality image appropriate for this product line, ii will be sold 
exclusively through independent retailers who specialize in 
ser\ ing the tall or large customer. 

■ Londontown has successfully introduced a new. prestigious 
line of rainwear under the Tempo Eumpa brand name. I tilizing 
a superior moisture resistant material and advanced st\ ling, the 
product has achieved excellent acceptance during in first season. 
Bused on this strong consumer response, the line is currently 
being expanded w ith additional st\ Irs and new offerings. 
Londontown continues to emphasize it^ highly popular London 
Fog collection with an extensive national advertising program to 
help sustain in leadership position. 

■ (Campus Sportswear sharpened the focus of ii^ marketing 
efforts during the past year, w ith its two major labels for the 
department store and specialty store trade —Ac Tiisre for young 
men and boys. and./. J. ( ochmn for men. Hie mass merchant 
segment of the market is supported with an extensive line of 
voting men s sportswear under the ( dmpus label. I he Ac //gre 
line has been broadened with the introduction of new colors and 
styles, including ove rsize shirts and tough rugby shirts, and 
innovative fabrication lrclmi<[iirs. such as distressed fleece. 

■ International I lat capitalized on recent fashion trends 
prompted by popular entertainment characters to identib new 
market niches. Generally, these new products are used to create 
an authentic look for fashion-conscious consumers. 

■ Stuffed Shirt has responded to consumer demand for 
jeanswear w ith an expanded product line for skirls, jackets, 
shirts, dusters, shorts and casual pants. I hr installation of 

si iphist irated computerized laundering equipment has enabled 
the company to remain price coni|ictitive w liile providing a 
varietx of fabric finishes and textures for its products through 
refinements in the final wash process. 
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■ Devon Apparel has created new excitement in its Blake label 
In offering a more separates oriented line that emphasizes 
contemporary sl\ ling. I his popular-priced collection of 
career-oriented sportswear focuses on woven fabrics. 

■ Queen Casuals also appeals to the professional woman with 
its Mallory'& Crete label, featuring updated, moderately priced 
related separates for career dressing and weekend wear. The 
Smith dc Jones label continues to have strong appeal for the more 
traditional, career-minded woman w ho is attracted to their 
executive dressing concepts. 

■ Abe Schrader restructured its product line to concentrate on 
such traditional areas of strength as dresses, sportswear and 
separates. Schrader Separates recently opened its new Petite 
Sports near division. Additionally, the Schrader Knit Division 
responded to the re-emergence and redefinition of knits w ith a 
line of attractive one and two-piece garments that feature easy 
care clairat teristics. 

■ College-Tow n focused on both the career and the casual needs 
of the junior-proportioned woman during the past year. I he 
College-Town line concentrates on the young business woman 
looking for the quality reputation that the brand name has 
developed. The formation of CTSport addresses the casual and 
comfort needs of the same consumer away from the business or 

[ irofessioi ia I ei iv i n inn let 1 1. 


Following Page: 

Today, there are a total of 
17 special features that 
make London Fog rainwear 
stand out. Many of these 
have been carried over to 
the outerwear line which 
was first developed in l%d 
and has grown to make 
London Fog one of the 
leading manufacturers in 
this field. 
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■ Campus 
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■ Biltwell 



■ College-Town 


MAJOR APPAREL BRANDS 

FOR MEN: 

Bifc htnk 

( ornpus 
('arnpusport 
( fun k's 
(Upper Mist 
((inverse 
('ou'den 
Coin Inn Genes 
Donept it 
hi McMahon 
J J (hchmn 
John 1 le.vander 
Le Tigre 
London Loir 
London Ton ne 
Uaincoats 
Outdoors l rdimited 
Prince Bellini 
Priixite Line 
Bo ugh Bider 
Bugged ( auntn 
Sportafwuts 
Starfomt 
Vidor 's Bench 
Tempo fumpa 
Tourde Fmnee 
II inning Ldge 

FOR WOMEN: 

1 he Schrader 
Blake 
( undie s 

< "est Petite 

< Lurk's 

( allege- Turn 
( on terse 
( ou 'den 
( on'den Genes 
( 7’ Sport 
Demn 

ft's Pure Gould 
John 1 fexunder 
Lady Devon 
fjunion fog 
London Tonne 
Mallory 6c ( nxr 
Uaincoats 
Us. Blake 

Outdoors I rdimited 
Pant-her 

The Petite ( oncept 
Queen ( asnals 
BEJOK L! 

Schmder Sport fh esses 
Sehmder Sport Separates 
Smith tVr Jones 
Smith S: Jones for Her 
Smith S: Jones Prtitrs 
Stuffed Shirt 
Jour de Trance 
Taxi Biters 
I iraldi 

If inning Ldge 
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GENERAL RETAIL 

MERCHANDISING 

GROUP 



Founded in 1904, Central 
Hardware was a pioneer in the 
hardware retailing industry. It was 
an originator of the "super¬ 
market" approach for marketing 
hardware and construction related 
products through its development 
of the do-it-yourself, home- 
improvement center concept. 
Featured above is one of 
Central Hardware's first home- 
improvement centers. 


InTERCO s General Retail Merchandising group achieved its 
most positive performance in eight years during fiscal 1 ( )87, 
while providing consumers with value-oriented products and 
services in a convenient and pleasant shopping environment. 
Major developments during the year strengthened the groups 
operating companies, refining their marketing efforts and 
improving their ability to contribute to IN IER( ) s continued 
gn >wt h: 

■ Central I Iardwarr intensified its dedication to strong customer 
service, solidifying it-> leadership position in the metropolitan 
markets it serves. Central s in-house Credit Program and .1//; 
Tinker hotline were expanded during the year, and intensive 
training programs were undertaken w ith all sales personnel to 
ensure that customers received the best possible service. 
Importantly Project Planning ('enters were introduced into all of 
Central Hardware's stores. At these centers, customers receive 
expert assistance on major projects — including the preparation 
of plans, advice on selecting appropriate material and 
equipment, and help in ordering the necessary supplies. The 
Centers also help emphasize the unique combination of expert 
assistance, extensive inventory and competitive prices that make 
Central I lard ware the do-it-yourself "leader in each of its 
markets. 

■ Fine's achieved substantial sales gains during the year. An 
important factor in achieving this outstanding record was the 
installation of state-of-the-art point of sale computer terminals, 
t hrough the use of these terminals w hich provide detailed 
reports of all transactions on a daily basis for instant analysis, 
market conditions and sales trends were closely monitored and 
inventory replenished on a timely basis to respond to shifts in 
consumer demand. Given the flexibility demanded bv the 18 to 
85 year-old male customers served bv Fine s, the terminals have 
proven to be an important merchandising tool. During the yean 
Fine s increased its presence in the grow ing North (Carolina 
market with the addition of five new stores. 

■ l nited Shirt also achieved significant sales gains during fiscal 
1987. I he company s strong growth reflected its ability to 
merchandise aggressively its products in the growing and 
increasingly diverse jeanswear market through \\s Jeans Galorv 
retail stores. I nited also opened several Big and Tall 
departments, a move into a potential new market segment for 
this operating company. 
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■ Sky City intensified its store renovation and modernization 
program. This effort provides an entirely new and contemporary 
selling environment, featuring new fixtures, signage and floor 
patterns, at selected high-volume stores. The program will 
continue during the coming year, as will die installation of point- 
of-sale computer terminals. 

■ Guide's responded to evolving market conditions by 
undertaking a program to upgrade and better target the 
merchandise offered in its stores. In order to provide these stores 
with greater identity, some departments were discontinued, with 
additional floor space devoted to brand name, upscale apparel 
products. Through remodeling and a more effective use of 
displays, customers have been provided w ith an improved 
shopping environment. 


Following Page: 

Central Hardwares 
St. Peters. Missouri center, 
which was opened in 1*185* 
embodies the latest 
approaches toward 
providing shopping 
convenience, with a wide 
selection of products and 
outstanding customer 
service. 
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■ Sky City 



■ Fine's 
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MAJOR RETAIL TRADING 
NAMES 

( entnil Harduxtre 
Fine a* 

(ktlcfc s 

Jeans Galore 

Sky ( ih' Discount ( enter 

I ruted Shirt 


■ United Shirt 



■ Golde's 
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FOOTWEAR 
MANUFACTURING 
AND RETAILING 
GROUP 




IIGH-GRADE walking 
hoe which fits the foot 
ike a sandal. Pedestrians 
who once wear it invari¬ 
ably will have none other. 
Made expressly far com¬ 
fort along conservative 
lines The Windsor is a 
plain, neat style for men 
who are opposed to any¬ 
thing extreme Cut 
shows vici kid blucher, 
medium weight sole, 
common-sense heel. 


Since its beginning. The Florsheim 
Shoe Company has stressed 
craftsmanship, style, comfort and 
durability as depicted in the 
above turn of the century 
advertisement. 


^The INTERCO companies competing in the footwear market 
relied on outstanding quality and new product introductions to 
improve their performance during fiscal 1 ( >87. These efforts 
were assisted by stronger market conditions as the year 
progressed. 

The Florsheim product line continued to expand, w ith new 
offerings responding to consumer demand for casual and dress 
casual shoes providing superior styling, comfort and 
performance. 1 his trend is expected to continue during the new 
year, with grow th in dress moccasins and strong demand for 
basic dress footwear at popular price points. 

A major development was the introduction of a new collection 
under the Comfortech label. Combining Florsheim s traditional 
quality and craftsmanship with advanced comfort technology' 
and materials, this line ol dress shoes offers outstanding comfort 
and initial consumer acceptance has been exceptional. 

Similarly, a new line of Horsheim footwear for career women 
was well received during its introduction, and sustained growth 
is expected as new styles are added into the Florsheim Thawr 
Mc.Xeil stores during the corning months. 

In the retail division, sales of Florsheim shoes benefited from the 
use of the new Retail Automated Merchandising System RAMS 
which ensures a more balanced store inventory. Performance of 
the /lorsheim Shops was aided by a continually improving 
merchandise mix. upgrading or elimination of marginal or 
non-profitable locations, and t ightened control of operating 
expenses to achieve better financial results. 

Tl tere is opportunity for further improving the profitability of 
our footwear retailing operations in the identification and 
implementation of steps designed to increase sales productivity 
per square foot of floor space and per dollar of investment. A 
major thrust in this direction is Krprvss Shop, the Florsheim 
electronic retailing program. Based upon die favorable results 
achieved this past year, a substantial expansion of (his new 
retailing concept during the next 12 to 18 months is planned. 
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International Shoe directed its product research efforts to place 
additional emphasis on comfort in the workplace, developing a 
line of premium quality men s w ork shoes and boots under die 
Footrests hylly-Test brand name. Featuring special cushions 
and new combinations of materials, these products offer lasting 
value to customers searching for on-the-job comfort in a 
phvsieally demanding work environment. 

The new America's Tradesman line offers three and six-inch 
height boots designed to provide maximum comfort and 
durability for the construction industry. The line w ill be sold 
through direct mail to better serve the highly mobile 
construction worker. 

A merchandising innovation was introduced early in fiscal 1988 
with the Hy-Test Care Package insurance program, which offers 
the industrial worker specifier! insurance protection in the event 
of a severe foot injure w hile w earing //v- Test Safety Shoes on the 
job. 


Following Page: 

By adhering through die 
years to its original 
standards tor product style 
and quality. Hie Florsheim 
Shoe Company has built a 
reputation as one of the 
worlds premium footwear 
manufacturers. 
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■ Florsheim 



■ Senack 
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■ Florsheim 



■ International Shoe 


MAJOR FOOTWEAR 
BRANDS 

FOR MEN: 

Ambassador 
America s Tradesman 

x pp ,e . 

(hristmn Dior 
Converse 
(omrrse Alt Star 
Florsheim 

Florsheim Designer ( olfeet ton 
Florsheim Imperial 
Florsheim Ho\ id Imperial 
Florsheim ( omfortech 
Florsheim Idlers 
Footrests 

Hamptons by ( omrrse 
Heeds from Florsheim 
Hy-Test 
Julius Marlow 
Outdoorsman 
Pro Action by Florsheim 
Sea Trues by Florsheim 
If inthmp 
// orthmon' 

\-Statics 

FOR WOMEN: 

Accent 

Akimbo 

Airnaes 

( omrrse 

( omrrse All Star 

Fclaire 

Florsheim 

Florshidm Hantbiers 
Florsheim Signature 
Hamptons byContrrse 
J. G. Hook 
Marshmallows 
Suite 2(H) 

Thayrr Me.\eif 
I dirt Step 
\-Statics 


MAJOR RETAIL TRADING 
NAMES 

Florsheim Shoe Shops 
Florsheim Thayrr MrXeil 
Thompson. Boland Ac Lee 
Express Shop 
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FURNITURE 
AND HOME 
FURNISHINGS 
GROUP 



Ethan Allen created the furniture 
gallery concept 40 years ago. It 
was conceived as a unique 
approach to providing superior 
home decorating services to its 
customers. These galleries display 
integrated and correlated 
collections of furniture, accessories, 
floor and wall coverings, draperies 
and other furnishings necessary to 
provide a complete decorating 
service. Shown above is the first 
Ethan Allen gallery established in 
1947. 


^demographic factors, together with a favorable interest rate 
environment, kept new housing starts and sales of existing 
homes at good levels. These factors enabled the furniture and 
Home f urnishings Group to generate strong performance based 
on a combination of quality products and outstanding 
professional interior design sen ices. 

With the growing number of two-career families, a larger 
percentage of households have increased amounts of income 
available for the purchase of quality furniture. Moreover, many 
couples that postponed hav ing children w hile both husband and 
wife were beginning their careers are now raising families, 
requiring larger homes and additional furniture and home 
furnishings. 

All of these factors contributed to increased sales tor both Ethan 
Allen and Broyhill during the year. Additional grow th was 
achieved by the acquisition of Highland 1 louse. Inc. 

I leadquartered in Hickory. North Carolina. 1 lighland I louse is a 
manufacturer of a broad line of quality upholstered furniture, all 
sold under the Highland House of Hickory. Inc. name. 

Ethan Allen continued to set industry standards for customer 
service through its network of exclusive dealers. Based on their 
professionalism, Ethan Allen is able to offer the furniture buying 
public comprehensive decorating service and assistance in 
creating an entire home environment that reflects the personal 
taste and lifestyle of each customer. This unique capability was 
enhanced at mid-year with the introduction of Ethan Allen s 
Standards of Operation program . . . providing dealers w ith a 
more complete line of home furnishings, lamps, clocks, textiles, 
floor coverings, wall decor and accessory items than ever before, 
thus enabling them to meet more fully their customers needs. 

1 Ionic and the quality of family life remain as Ethan Allen s 
primary objectives. 

Major new Ethan Allen offerings included: 

■ A broadened collection of American contemporary bedroom, 
dinin'* room and livin'* room furniture marketed under the 

p p 

Canova brand. Integrated w ith Canovu arc coordinating fabrics, 
w all decor lighting and accessories. 

■ An expanded English oak collection of furniture and 
coordinated home furnishings presented under the 
Canterbury Quk name. 
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■ A vastly enlarged collection of wall decor, lamps, accessories, 
rugs, clocks and textiles to coordinate with all Ethan Mien 
furniture collections. 

Broyhill continued to strengthen its position in the marketplace 
through expansion of its Showcase Gallery Program to over 230 
galleries. Sixty new locations are planned for the coming vear. It 
also intensified the Broyhill Independent Dealer Program w ith 
improved advertising, merchandising and support services to 
aid smaller dealers in achieving increased sales. Both these 
efforts reflect B my hill's recognition that a strong retail network is 
key to greater market penetration. 

Products introduced by Broyhill during the year included: 

■ The Goodnight Steepen a line of quality sleeper sofas 
featuring mi improved conversion mechanism and extra thick 
coil spring mattress, while providing increased comfort for both 
seating and sleeping purposes. 

■ Freestanding entertainment centers and fully integrated 
entertainment w all units to meet a rapidly growing consumer 
demand for the use and attractive storage of the latest electronic 
innovations, 

■ The /alley Forge Collection , offering a fresh approach to 
country styling in natural or cherry finish on solid pine wood. 
Providing consumers an upscale look at attractive price points, 
the line has proven popular with suite and item buyers alike. 

■ The.4mm«m Traditions collection gives consumers a choice 
of "high style” or "down home looks through decorator- 
inspired washed oak or warm country oak finishes. Phis line 
capitalizes on the increased importance of country sty ling in the 
casegoods and upholstery product categories. 


Following Page: 

From the original gallery 
location, the Fthan Vilen 
concept has grown to more 
than .‘iOO Georgian style 
Fthan Allen galleries 
which feature, on an 
exclusive basis, the 
complete line of products 
and services offered by 
Fthan Allen. 
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■ Broyhill 
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■ Ethan Allen 


■ Highland House 




■ Broyhill 


MAJOR FURNITURE AND 
HOME FURNISHINGS 
BRANDS 

HrxtyhiU 

BmyiiUl Premier 
Ethan Wen 

Highlanti House o/Hiekon: Inc. 
klinfi 

knob ('reek 
Lenoir House 
ResttH'mt 


MAJOR RETAIL TRADING 
NAMES 

BroyhillShnu'case <inltery 
( hrri{ifgr House 
f ientyytwvn 
Georgetown Manor 
Manor House 



m Ethan Allen 
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MANAGEMENT'S 
DISCUSSION AND 
ANALYSIS OF 
RESULTS OF 
OPERATIONS 
AND FINANCIAL 
CONDITION 


Net Sales 

(In Millions) 



5256 ? 52679 52626 52,511 52,614 


Net Earnings 

(In Millions) 



RESULTS OF OPERATIONS 

Tliis discussion supplements the detailed information presented in the 
consolidated linaneial statements and footnotes w hich begin on pttge H8, 

■ Net Sales 

Net sales for fiscal 1987 were $2.91 billion, an increase of 4.1% from the 
$2.51 billion reported in fiscal 1986. Net sales for fiscal 1 989 decreased 
4.4% from the $2.93 billion reported in fiscal 1985. Die increase in fiscal 
1987 w as principally attributable to the acquisition of Converse. On a 
comparative basis, excluding Converse, net sales were level w ith the prior 
year. Salt 1 " in the furniture and General Retail Groups showed good gains. 
Sales for the Footwear Group, excluding (am verse, were even with the prior 
year, w hile the Apparel Group was affected In dir continuijig adverse factors 
confronting the domestic apparel industry. The decrease in liseal 1989 and 
fiscal 1985 was attributable. principally. to the (loinjiany s asset 
redeployment program. I ncluding the effect of die asset redeployment 
program, sales lor fiscal 198(> would have declined bv 0.8% and sales for 
liseal 1985 would have risen by 1.3%. 

■ Other Income, Net 

Other income decreased bv 9.9% j n fiscal 1987 to $29.0 million. Hie 
decrease was due to the inclusion of gains on sales of marketable securities in 
fiscal 1989 which were not present in fisc al 1987. For fiscal 1989. other 
income increased by 1.2%. 

■ Gross Margins 

Gross margins for fiscal 1987 were $827.0 million, or 31.9% of net sales, as 
compared to $785.4 million, or 31.3% and $81 1.8 million, or 30.9% for 
fiscal 1989 and 1985. respectively. For fiscal 1987. the General Retail and 
f urniture Groups continued to show improved gross margins, w hile the 
Ap, mrel Group was affected bv direct sourcing bv many ratailets, fewer 
advance seasonal orders b\ major chains and deltationan price (rands. The 
improvement in fiscal 1989 was principally attributable to higher gross 
margins in the General Retail Group w hen compared to fiscal 1985. and the 
benefit of cost reduction programs. In fiscal 1985 margins wen* unfavorably 
affected bv a higher level of promotions and discounting by retailers 
industry-w ide, particularly in apparel and foorwear products, shorter 
manufacturing runs which adversely affected production efficiencies and 
start-up costs associated vviili new product introductions. 

■ Selling, General and Administrative Expenses 

Selling, general and administrative expenses were $939.7 million. $<>13.2 
million and $938.2 million for fiscal 1987. 1989 and 1985. respectively. As a 
percent of sales, selling, general and administrative expenses were 24.5%) for 
liseal 1987. as compared to 24.4% for fiscal 1989 and 24.3% for liseal 
1985. Expenses have remained fairly constant as a percent of sales due to 
stringent cost and expense control programs implemented at all operating 
levels of (In* company 
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■ Interest Expense 

Interest expense in fiscal 198" 7 amounted to S28.1 million compared to $25.5 
million and $26.4 million in fiscal 1986 and 1985, respectively. The increase 
in fiscal 1987 was due to higher levels of short-term borrowings, primarily 
related to the (Converse aetjuisition, partially offset by reductions in interest 
on long-term debt and capital lease obligations. The decline in fiscal 1986 
w as attributable to a reduction in the level of long-term debt. 


Working Capital 

(In Millions) 


■ Income Taxes 

The effective tax rate for fiscal 1987 w as -47.6% compared to -48.-4% and 
49,9% in fiscal 1986 and 1985. respectively. The fiscal 1987 effective mx 
rate decrease w as due to the initial effects of the 1986 lax Reform Act for 
certain subsidiaries, utilization of net operating loss carry forwards and the 
favorable effect of manufacturing operations in Puerto Rico. The fiscal 1986 
rate benefited favorably from certain capital gains. 

■ Earnings Per Share 

Earnings per share for fiscal 1987 were $3.18. an increase of "72% from the 
$2.92 in fiscal 1986 which reflected a 31.2% increase from fiscal 1985. I he 
increase for fiscal 1987 reflects the substantial improvement in earnings for 
the (General Retail and Furniture Groups as well as the operations of 
<Converse from date of acquisition. The increase in earnings per share it) fiscal 
1986 reflected the improvement of the General Retail Group and increased 
results of the Furniture and Home Furnishings Group, particularly in the 
second half of the year. The earnings in fiscal 1985 were impacted by a 
c harge of $0.62 per share to cover the estimated costs and expenses 
associated w ith the asset redeployment program. Excluding this charge, fiscal 
1986 earnings per share increased by 2.8%. 


FINANCIAL CONDITION 

The company's financial position continues to he strong. 

8 Working capital, the excess of current asset-? over current liabilities, was 
$789.9 million at the end of fiscal 1987. The current ratio was 3.4 to 1 at 
February 28. 1987. 

■ Gash and short-term investments totaled $27.2 million at year end. a 
decrease 1 of $83.1 million from the prior year. \i year end, short-term 
borrowings amounted to $68.8 million as compared to no borrowings last 
year. The* decrease in cash and increase in borrow ings of $151.9 million was 
utilized in the purchase of various companies, including Converse. In 
addition. $108 million in cash generated from operations was utilized for 
capital expenditures, stock repurchases and dividends. 

■ Accounts receivable were $378.6 million at February 28. 1987, an increase 
of $45.0 million, or 13.5% from the prior year. Excluding the effect of 

(Converse, accounts receivable would have been level w ith the prior year. 



S829 S853 S731 $647 $790 


Total Assets 

(In Millions) 



$ 1,555 $ 1,608 $ 1,535 $1 564 $ 1,721 
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MANAGEMENT'S 
DISCUSSION AND 
ANALYSIS OF 
RESULTS OF 
OPERATIONS 
AND FINANCIAL 
CONDITION (CONT'D) 


Capital 

Expenditures 

(In Millions) 


83 84 85 86 87 



$40 $51 $58 $45 $42 


Book Value 
Per Share 


B3 84 85 86 87 



$ 32.32 $34 41 $ 35.22 $36 52 $38 06 
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■ Inventories were $692.6 million, an increase of $83.6 million, or 13.7% 
from the prior year. On a comparative basis, excluding the effect of acquired 
companies, inventories would have increased less than 1%. reflecting the 
company s continued emphasis on inventory control and improved turnover. 

■ \ccoimts payable and accrued expenses increased $33.4 million, reflecting 
the acquisition of Converse. 

■ Long-term debt and obligations under capital leases amounted to $185.6 
million at February 28. 1987. an increase of $1.7 million during the year. 
The debt-to-capitalization ratio was 13.9% as compared to 14.2% last year. 

■ Financing Arrangements 

At fiscal year-end. the company had short-term borrowings of S68.8 million. 
To meet short-term working capital requirements, the company has revolving 
credit agreements enabling it to borrow up to SI30 million in domestic and 
Euro-Dollar loans through 1995 and $50 million in Euro-Dollar loans 
through 1992. These credit facilities are primarily intended to support 
commercial paper borrowings. The company also maintains other bank lines 
of credit as credit availability and additional support for the salt 1 of 
commercial paper. The company assumed a revolving credit agreement in the 
acquisition of Converse w hirl i. at Februarv 28. 1987. provided for 
borrowings up to $15 million. 

■ Capital Expenditures 

The company maintains formalized procedures for rite rev iew of capital 
expenditures. These include return on investment and project pav-back 
analyses. Capital expenditures, for company-owned and capitalized leased 
property, aggregated $236.6 million during the last live years, of w hich 
$42.3 million occurred in fiscal 1987. Cash How from operations provides 
the principal source of funds for capital expenditures. For fiscal 1988. capital 
expenditures are forecast to he approximately $60 million, w ith depreciation 
at about the same level. 

■ Dividends 

Cash dividends of $49.8 million wen* paid during the fiscal year, with $44.9 
million to holders of common stock and the remainder to holders of preferred 
stock. The quarterly dividend rate on common stock i> $0,40 per common 
share, or an annual indicated rate of $1.60 per common share. 

■ Income Tax Effect of the Tax Reform Act 

I he Tax Reform Act of 1986. w hile reducing Federal income tax rates, 
provided for increases in the lives of newly acquired assets for tax 
depreciation purposes and repealed the investment tax credit. These latter 
two changes are not expected to have a material impact on the Company's 
future capital spending program. 

Additionally, under an accounting change proposed bv the Financial 
Accounting Standards Board, the deferred tax liability would be reduced to 
the amount which would he owed under the new tax law. with the benefit 
recorded through earnings. 1 he proposed accounting change is expected to 
be finalized in fiscal 1988. 
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CONSOLIDATED 
BALANCE SHEET 

(Dollars in thousands) 


Assets 

February 28, 
1987 

February 28, 
1986 

February 28, 
1985 

Current assets: 

Cash 

$ 15,810 

$ 12,194 

$ 12,992 

Marketable securities 

11,425 

98,123 

32,465 

Receivables, less allowances of $18,342 

($17,768 in 1986 and $16,834 in 1985) 

378.615 

333,553 

335,258 

Inventories 

692.637 

609.017 

615.267 

Prepaid expenses and other current assets 

24,114 

21.039 

30.789 

Total current assets 

1.122,601 

1,073.926 

1.026,771 

Property, plant and equipment: 

Land 

30,557 

25,015 

25,071 

Buildings and improvements 

413,161 

387,340 

375,168 

Machinery and equipment 

309,523 

269,911 

256,761 


753,241 

682.266 

657,000 

Less accumulated depreciation 

314,676 

287,224 

255.908 

Net property, plant and equipment 

438,565 

395.042 

401.092 

Other assets 

159,546 

94.872 

107,378 


$1,720,712 

$1,563,840 

$1,535,241 


See accompanying notes to consolidated financial statements. 
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Liabilities and Shareholders' Equity 

February 28. 
1987 

February 28. 
1986 

February 28. 
1985 

Current liabilities: 

Notes payable 

$ 68,840 

$ 

$ 

Current maturities of long-term debt and capital lease 

obligations 

11,915 

9,647 

20,889 

Accounts payable 

159.214 

138,652 

148,298 

Accrued employee compensation 

37,312 

36,928 

38,582 

Other accrued expenses 

45,982 

33,530 

33,959 

Income taxes 

9,446 

7.987 

3,710 

Total current liabilities 

332,709 

226.744 

245,438 

Long-term debt, less current maturities 

135,019 

127,409 

133,311 

Obligations under capital leases, less current maturities 

50,546 

56,495 

61,403 

Other long-term liabilities 

53,490 

41.899 

30,325 

Shareholders’ equity: 

Preferred stock, no par value, authorized 

10.000,000 shares —issued 617,946 shares in 

1987, 660.273 shares in 1986 and 733,037 

shares in 1985 

61,795 

66,027 

73,304 

Common stock, $3.75 stated value, authorized 

100.000.000 shares—issued 32,030,210 shares in 

1987. 31,743.384 shares in 1986 and 31,227,050 

shares in 1985 

120,113 

119,038 

117,102 

Capital surplus 

107,905 

102,380 

91,496 

r r 

Retained earnings 

955,610 

905,587 

863,019 

1,245,423 

1,193,032 

1,144,921 

Less 3,464.957 (3,122,928 and 3,073,830 in 1986 and 

1985. respectively) shares of common stock in 

treasury, at cost 

96,475 

81,739 

80.157 

Total shareholders’ equity 

1,148,948 

1,111,293 

1.064.764 

$1,720,712 

$1,563,840 

$1,535,241 
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CONSOLIDATED 
STATEMENT 
OF EARNINGS 

(Dollars in thousands except per share data) 


Years Ended 

February 28, 
1987 

February' 28, 
1986 

February 28, 
1985 

Income: 

Net sales 

$2,613,739 

$2,510,740 

$2,625,746 

Other income, net 

29.043 

32,230 

31.852 


2.642,782 

2,542,970 

2,657,598 

Costs and expenses: 

Cost of sales 

1.786,779 

1,725.343 

1.813,934 

Selling, general and administrative expenses 

639,741 

613,249 

638,151 

Interest expense 

28,082 

25,523 

26,400 

Asset redeployment expenses 

— 

— 

35,010 


2,454,602 

2,364,115 

2,513,495 

Earnings before income taxes 

188,180 

178,855 

144,103 

Income taxes 

89,537 

86,508 

71,940 

Net earnings 

$ 98,643 

$ 92,347 

$ 72.163 

Earnings per share 

$3.13 

$2.92 

$2.22 


See accompanying notes to consolidated financial statements. 
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CONSOLIDATED 
STATEMENT OF 
CHANGES IN 
FINANCIAL POSITION 

[Dollars in thousands) 


Years Ended 

February 28. 
1987 

February 28, 
1986 

February 28. 
1985 

Working capital provided by: 

Net earnings 

$ 98.643 

$ 92,347 

$ 72,163 

Items not affecting working capital: 

Depreciation 

47.806 

44,853 

44.643 

Other, net 

8.237 

13.860 

5.886 

Operations 

154.686 

151,060 

122.692 

Disposal of property, plant and equipment 

4,722 

5,922 

24,177 

Issuance of preferred stock 

— 

249 

17 

Issuance of common stock 

8,276 

13,412 

9,381 

Additions to long-term debt 

253 

158 

12,919 

Additions to capital lease obligations 

735 

1.409 

2,337 

Other net 

7.377 

10.058 

— 


176,049 

182.268 

171,523 

Working capital used for: 

Cash dividends 

49.839 

49.094 

50,330 

Additions to property* plant and equipment: 

Company owned property' 

41.581 

43,362 

56,023 

Capitalized leased property 

735 

1,409 

2,337 

Reduction of long-term debt 

36,157 

6.537 

19,137 

Reduction of capital lease obligations 

6,684 

6,317 

11,724 

Purchase of common* treasury shares 

15.691 

2,250 

58,057 

Retirement of preferred stock 

1.521 

— 

— 

Conversion of preferred stock 

3.432 

7.450 

6,924 

Purchase of marketable securities 

15,354 

— 

— 

Other net 

— 

— 

19.386 


170.994 

116.419 

223,918 

Acquisitions (less working capital of $110,731 in 1087 and 
$19,126 in 1985): 

Properties 

53,719 


4,062 

Long-term debt and capital lease obligations 

(43,514) 

— 

(1,788) 

Excess of cost over fair value of net assets acquired 

35,049 

— 

16,695 

Other net non current assets 

17.091 

— 

150 

Net noncurrent assets 

62.345 

— 

19.119 


233.339 

110.419 

243,037 

Increase (decrease) in working capital 

S (57.290) 

$ 65.849 

$(71,514) 

Working capital increased (decreased) by: 

Cash and marketable securities 

$ (83.082) 

S 64.860 

$(81,142) 

Receivables 

45.062 

(1.705) 

6,204 

Inventories 

83.620 

(6.250) 

(25,968) 

Prepaid expenses and other current assets 

3.075 

(9,750) 

8,135 

Notes payable 

(68.840) 

— 

— 

Current maturities 

(2.268) 

11.242 

(1.220) 

Accounts payable and accrued expenses 

(33.398) 

11.729 

8.638 

Income taxes 

(1.459) 

(4,277) 

13,839 


$ (57,290) 

$ 65,849 

$(71,514) 


See accompanying notes to consolidated financial statements. 
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CONSOLIDATED 
STATEMENT OF 
SHAREHOLDERS 7 EQUITY 

(Dollars in thousands except per shore data) 


Preferred t .minium Stock Capital Retained 

Stock Issued Treasury Surplus Earnings Total 


Balance February 29, 1984 

Net earnings 
Cash dividends: 

Preferred stock 
Common stock—$1,515 per 
share 

Conversion of debentures: 

Series D—189 shares 
Conversion of preferred stock: 

Series D—69,237 shares 
Exercise of stock options: 

Common—87,0o6 shares 
Purchase of 1.921.000 common 
treasury 7 shares 
Issuance of 22,100 common 
treasury shares to ESOP 
Foreign currency translations 

Balance February 28, 1985 

Net earnings 
Cash dividends: 

Preferred stock 
Common stock-$l,54 per 
share 

Conversion of debentures: 

Series D-1,734 shares 
Conversion of preferred stock: 

Series D-74,498 shares 
Exercise of stock options: 

Common—194,222 shares 
Purchase of 70.200 common 
treasury 7 shares 
Issuance of 21.102 common 
treasury shares to ESOP 
Foreign currency translations 

Balance February 28, 1986 

Net earnings 
Cash dividends: 

Preferred stock 
Common stock—$1.57 per 
share 

Retirement of preferred stock: 

Series D—8,000 shares 
Conversion of preferred stock: 

Series D—34,327 shares 
Exercise of stock options: 

Common —142.479 shares 
Purchase of 366.200 common 
treasury shares 
Issuance of 20,126 common 
treasury shares to ESOP 
Foreign currency translations 

Balance February 28, 1987 


$80,209 $115.652 $(22,775) 


19 

(6.924) 1,123 

327 

(58,057) 

675 


73.304 

117.102 

(80.157) 

173 

(7,450) 

1.208 

728 

(2,250) 

668 

66.027 

119,038 

(81,739) 


(800) 



(3,432) 

556 



519 

171 



(15,691) 



784 


$61,795 S120.I13 $(96,475) 


$ 84.242 

$843,635 

$1,100,963 


72,163 

72,163 


(5,985) 

(5,985) 


(44,345) 

(44,345) 

(2) 


17 

5.800 


(1) 

1.469 


1,796 



(58.057) 

(13) 

(2,449) 

662 

(2.449) 

91.496 

863.019 

1.004.764 


92,347 

92.347 


(5,405) 

(5,405) 


(43,689) 

(43,689) 

76 


249 

6,241 


(1) 

4,501 


5,229 



(2,250) 

66 

(685) 

734 

(685) 

102,380 

905,587 

1.111,293 


98,643 

98.643 


(4,972) 

(4,972) 


(44,867) 

(44.867) 

(721) 


(1.521) 

2.874 


(2) 

3,378 


4.068 



(15,691) 

(6) 

1.219 

778 

1,219 

$107,905 

$955,610 

$1,148,948 


See accompanying notes to consolidated financial statements. 
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NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS 

(Dollars in thousands except per share data) 


T • Significant The company and its subsidiaries follow generally accepted accounting principles to present 

Accounting fairly their consolidated financial position, results of operations, and changes in financial 

Policies position. The major accounting policies of die company are set fordi below. 

■ Principles of Consolidation— The consolidated financial statements include the accounts 
of die company and all its subsidiaries, die majority of which are wholly owned. AH material 
intercompany transactions have been eliminated in consolidation. 

■ Fiscal Year— The company's fiscal year ends on die last day of February. 

■ Two-for-One Stock Split— A two-for-one common stock split was effected July 23, 1986, 
to shareholders of record as of June 24, 1986. The number of shares and per share amounts 
included in die consolidated t manual statements and notes thereto have been restated to 
retroactively reflect die stock split. The stated value per share of common stock was changed 
from $7.50 to $3.75. 

■ Marketable Securities— Marketable equity securities (common and preferred stocks) are 
staled at the lower of cost or market. Aggregate net unrealized losses are included in results of 
operations if related to current assets and in shareholders’ equity if related to nonciurent assets. 
Cither marketable securities are stated at cost which approximates market value, unless there is 
an indication of permanent impairment of value, in which case the adjustment to market value 
is included in results of operations. The cost of marketable securities sold is determined on the 
specific identification method. 

■ Inventories— Inventories are stated at the lower of cost {first-in. first-out; or market, except 
for certain footwear manufacturing and general retail inventories w hich are valued on the 
“last-in, first-out r method of inventory valuation. 

■ Property, Plant and Equipment-Property; plant and equipment, including facilities and 
equipment leased under capital leases, an* stated at cost. Expenditures for improvements are 
capitalized, while normal repairs and maintenance are expensed as incurred. When properties 
are retired or otherwise disposed of. die related cost and accumulated depreciation or 
amortization are removed from die accounts and gains or losses on the dispositions are reflected 
in results of operations. For financial reporting purposes, the company utilizes both accelerated 
and straight-line methods of computing depreciation and amortization. Such expense is 
computed based on die estimated useful lives of the respective assets or term of lease, if less, 

w hich generally range from 15 to 40 years for buildings and improvements, and from 3 to 20 
years for machinery and equipment. Approximately 80% of depreciation and amortization 
expense was computed using the straight-line method in each fiscal year presented. 

■ Excess of Cost Over Fair Value of Net Assets Acquired-The excess of cost over fair 
value of net assets of companies acquired is included in other assets and is faring amortized on a 
straight-line basis, with lives ranging from 25 to 40 years. 

■ Pension Plans —For financial reporting purposes, die company's policy is to provide for 
current costs and amortization of prior service costs over 30 years. Amounts funded meet or 
exceed the funding requirements of die Employee Retirement Income Security Act of 1974. 
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NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS (CONT'D) 

(Dollars in thousands except per share data) 


■ Income Taxes— Deferral income taxes are provided on transactions which are reported for 
financial reporting purposes in different periods than for income tax purposes. For periods prior 
to fiscal 1987, investment tax credits are reflected as a reduction of Federal income taxes in the 
period in which qualified property is placed in service. It is the company's intent that the 
undistributed earnings of its subsidiaries will either be reinvested in the subsidiaries or 
distributed tax-free to die parent company Generally no provision lias lieen made for income 
taxes on such undistributed earnings. 

2. Business On September 8. 1986. the company acquired all die outstanding stock of Converse Inc., a 

Combinations leading manufacturer and supplier of athletic footwear. The acquisition price of $143,717, 

including capitalized expenses, was paid in cash, and accounted lbr as a purchase. Accordingly 
Converses operations have been included in the consolidated statements from the date of 
acquisition. The total acquisition cost exceeded the fair value of the net assets acquired by 
$28,781, and the excess has been allocated to goodwill. This acquisition is included in die 
Footwear Manufacturing and Retailing Segment of die company 

The following unaudited summary, prepared on a pro forma basis, combines the consolidated 
results of operations of the company for fiscal years 1987 and 1986, with those of Converse Inc. 
as if the transaction occurred at the beginning of fiscal 1986. 


1987 1986 

Net sales $2,727,832 $2,730,660 

Net earnings $95,566 $87,348 

Earnings per share S3.03 $2.76 

The pro forma data has been adjusted, net of income tax effects, to reflect interest expense, 
depreciation and amortization of the fair value of assets acquired, and the excess of costs ov er 
fair v alue of net assets acquired. 

Also, in fiscal 1987, the company made three smaller acquisitions for cash payments totaling 
$29,359. The results of operations of these purchased companies are not material to the 
consolidated statement of earnings. 

3. Inventories Inventories are summarized as follows: 



1987 

1986 

1985 

Retail merchandise 

$234,943 

$236,326 

$230,329 

Finished products 

272,332 

209,455 

201.478 

Work in process 

55,251 

49,100 

55,724 

Raw materials 

130,111 

114.136 

127,736 


$692,637 

$609,017 

$615,267 


All of the major categories of inventory include certain items valued on the "iast-in. first-out" 
method. Had the "first-in. first-out" method been applied to all inventories, they would have 
been stated at approximately $723,862. $640,874 and $648,656 at fiscal years 1987. 1986 
and 1985, respectively 

4. Lines of Credit The company's revolving credit agreement with a number of l 8. banks, which enabled it to 

borrow’ up to $100,000 in domestic or Euro-Dollar loans, expired on February 28. 1987. There 
were no borrowings outstanding under the agreement at fiscal vears ended 1987, 1986 and 
1985. 

On March 10. 1987, the company entered into a new eight-year revolving credit agreement 
enabling it to borrow’ up to $150,000 from several LI S. banks. Under the agreement there are 
various borrowing options based tin domestic and Euro-Dollar interest rates. 
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5. Long-Term 
Debt 


6. Obligations 
Under 

Capital Leases 


On April 6, 1987, the company entered into a five-year credit agreement enabling it to borrow 
up to $50,000 in Euro-Dollar loans from a group of foreign banks under various borrowing 
options based on Euro-Dollar interest rates. 

In die acquisition of Converse Inc., the company assumed a revolving credit agreement which, at 
February 28, 1987, provided for borrowings up to $15,000. Aggregate borrowings under this 
agreement were $10,500 at fiscal 1987 year end. 

The company also maintains other bank lines of credit which provide added credit availability 
and support for the sale of commercial paper. On February 28, 1987. the total unused lines of 
credit under these agreements were $58,000. 

Average short-term borrowings outstanding during fiscal 1987, 1986 and 1985 were $57,000. 
$27,000 and $20,000, respectively with a weighted average interest rate thereon of 6.1%, 7.8% 
and 10.4%, respectively. Maximum short-term borrow ings at any month-end were $141,500, 
$41,000 and $33,000 in fiscal years 1987, 1986 and 1985, respectively 

Long-term debt consisted of the following: 



1987 

1986 

1985 

14%% promissory notes due February 15, 
1991 

$ 75,000 

$ 75,000 

$ 75.000 

8Ys% promissory installment note, 
pavable $1,000 annually through 1993. 
and balance in 1994 

12,000 

13.000 

14.000 

5% to 12% industrial revenue bonds 




pavable in varying amounts through 

2011 

44,631 

37,132 

37,651 

Other debt at 4Ys% to 9% interest rates. 




pavable in varying amounts through 

2006 

11*307 

7.935 

23,674 


142,938 

133,067 

150.325 

Less current maturities 

6.460 

3.983 

15.066 

Less market adjustment 

1,459 

1.675 

1.948 


$135,019 

$127,409 

$133,311 


Maturities of long-term debt are $6,460. $2,109. $7,624, $81,670 and $1,469 for fiscal years 
1988 through 1992. respectively 

The market adjustment relates to purchase adjustments of the long-term debt assumed in the 
acquisition of Ethan Allen, Inc. 

The 14%% promissory notes may be redeemed on February 15, 1988, at die principal amount, 
without premium. 

The company is in compliance with die covenants of its debt agreements and does not believe 
that die covenants will restrict its future operations. 

The amount capitalized under capital leases is the lesser of the present value of the minimum 
lease payments or die fair value of the leased properties at the beginning of the respective lease 
terms. Generally, interest rates applicable to capital leases range between 4%% and 16%% for 
leased facilities and between 12% and 19% for leased equipment. Obligations under capital 
leases amounted to $56,001, $62,159 and $67,226 at fiscal years ended 1987. 1986 and 1985, 
respectively Maturities of diese obligations are $5,455, $5,458, $5,360. $5,437 and $5,040 for 
fiscal years 1988 through 1992. respectively. 
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NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS (CONT'D) 

(Dollars in thousands except per share data) 


7. Preferred Stock The company’s preferred stock is issuable in series. At fiscal years ended 1987, 1986 and 1985, 

the outstanding preferred stock consisted of 617.946, 660.273 and 733,037 shares, respectively, 
of Series D $7.75 cumulative convertible with stated and involuntary liquidating value of 
$100.00 per share. 

Each share of the Series D preferred stock is convertible into 4.3242 shares of the company’s 
common stock. Subject to the satisfaction of certain conditions relating to common stock 
dividends paid, the Series D preferred stock may be redeemed at die company's option at 
$106.75 per share, decreasing to $104.75 per share on January 29. 1989. The Series D 
preferred stock may be redeemed at the company s option on or after January 29, 1989, at 
$104.75 per share, decreasing to $100.00 per share in 1994. 

8. Common Stock Shares of common stock were reserved for the following purposes at February 28. 1987: 


Common stock options: 

Number 
of Shares 

Granted 

634.422 

Acquired company options assumed 

2.698 

Available for grant 

625,176 

Conversion of preferred stock 

2,672,122 

3,934,418 


Under the company's stock option plans, certain key employees may be granted incentive 
options, nonqualified options, stock appreciation rights, or combinations thereof. Nonqualified 
options and stock appreciation rights granted under die 1977 Plan may not be less dian 85% of 
die fair market value (100% as to incentive options and related stock appreciation rights) of the 
common stock on die date of grant. Options and stoc k appreciation rights granted under the 
1980 and 1985 Plans may not be less than 100% of the fair market value of the common stock 
on die date of grant. AH options which have been granted, incentive or nonqualified, were at 
100% of fair market value on die date of grant. Incentive options and nonqualified options 
expire ten years after the date of grant. At February 28, 1987, no stock appreciation rights have 
been granted. 


At February 28, 1987, information regarding options granted but not exercised was as follows: 


1977 Plan 
1980 Plan 


Option Shares 
Outstanding 


61.444 


572.978 


Dates of Grant 

November 17, 1978 
—October 7. 1985 
December 19, 1980 
—January 7 21.1986 


Price Range 
$17.50-36.75 

$20.1875-34.375 
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Changes in options granted are summarized as follows: 


9. Income Taxes 


1987 


1986 


1985 


Beginning of 
year 

Assumed 
option of 
purchased 
company 
Granted 
Exercised 
Cancelled 
End of year 

Exercisable at 
end of year 


Shares 

Average 

Price 

Shares 

Average 

Price 

Shares 

Average 

Price 

800,756 

$26.85 

1.039,780 

S26.28 

663,848 

$23.96 

6,743 

4.84 





— 

— 

11,500 

33.17 

531.900 

28.12 

(142.479) 

24.21 

1194,222) 

24.10 

i'87.036) 

20.09 

(27,900) 

27.82 

(56,302) 

27.18 

(68.932) 

25.88 

637,120 

27,17 

800,756 

26.85 

1,039,780 

26.28 

283,197 


259,454 


271,694 



In fiscal 1986, the company declared a dividend of one Common Share Purchase Right for each 
then outstanding share of common stock, hi addition, one right has been or will be issued with 
each share of common stock issued by die company after October 4, 1985, and before die date 
the rights become exercisable, are redeemed by the company, or expire on October 4, 1990. The 
right* w ill not be exercisable, or transferable apart from die common stock, until ten days after 
another person or group of persons acquires 20% or more of the common stock or commences, 
or announces its intention to commence, a tender or exchange offer for 30% or more of the 
common stock. Each right entitles its holder to buy one share of common stock at an exercise 
price of $75.00. hi certain circumstances, the rights w ill entide their holders to purchase larger 
amounts of common stock or stock in an acquiring company. In addition to the shares reserved 
above, an additional 35,964,628 shares have been reserved under this plan. 

Income tax expense was comprised of the following: 


Current: 

1987 

1986 

1985 

Federal 

$64,659 

$57,261 

$68,583 

State and local 

11,378 

10.104 

10.438 

Foreign 

2.441 

2,398 

1,527 


78.478 

69,763 

80,548 

Deferred 

11.059 

16.745 

(8.608) 


$89,537 

$86,508 

$71,940 

ESOP. investment and jobs tax credits 

$ 846 

$ 3,394 

$ 3,074 

The following table reconciles the differences between the Federal corporate statutory rate at 
the company's effective income tax rate: 


1987 

1986 

1985 

Federal corporate statutory rate 

State and local income taxes, net of 

46.0% 

46.0% 

46.0% 

Federal tax benefit 

3.3 

3.2 

4.3 

ESOP. investment and jobs tax credits 

Foreign taxes, including foreign currency 

(0.4) 

tt-7) 

(2.1) 

translation effects 

0.1 

0.3 

(0.2) 

Other 

(1.4) 

0.6 

1.9 

Effective income tax rate 

47.6% 

48.4% 

49.9% 


47 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 





















































NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS (CONT'D) 

(Dollars in thousands except per share data) 


10. Employee 
Benefits 


Certain items are recognized for income tax purposes in years other than those in which they are 
reported in the consolidated financial statements. Future income tax benefits and deferred credits 
at die end of each fiscal year are included in the accompanying consolidated balance sheet, as 
follows: 


Prepaid expenses and other current assets 
Other long-term liabilities 


1987 1986 1985 

S 6,029 $ 8,442 $16,823 

(30,881) (21,688) (13,324) 

$(24,852) $(13.246) S 3,499 


The Federal income tax returns of the company and its major subsidiaries have been examined 
dirough fiscal 1984. 

The company and its subsidiaries have pension plans covering substantially all employees, 
including certain employees in foreign countries. Total pension expense was $17,700, $17,100 
and $17,600 in fiscal years 1987, 1986 and 1985. respectively. Accumulated plan benefits and 
plan net assets for die company's defined benefit plans as of the most recent valuation dates art' 


presented below : 

1987 

1986 

1985 

Actuarial present value of accumulated 
plan benefits: 

Vested 

$160,069 

$150,583 

$143,846 

Nonvested 

12.294 

10.427 

10.182 


$172,363 

$161,010 

$154,028 

Net assets (at market value) available for 
benefits 

$187,121 

$162,130 

$146,358 


The weighted average assumed rate of return used in determining the actuarial present value of 
accumulated plan benefits was 7." 7 % in fiscal years 1987. 1986 and 1985. 


During fiscal 1985, die company initiated a Savings Plan for Employees of INTERCO 
INCORPORATED and Affiliates and an LYTERCO INCORPORATED Employee Stock 
Ownership Plan (ESOP). The total cost of these plans for fiscal years 1987. 1986 and 1985 was 
$638, $612 and $589, net of taxes of $1,242, $1,307 and $1,206, respectively. 


The company provides certain health care and life insurance benefits for certain employees who 
reach retirement age. Retiree healdi and life insurance benefits are provided through insurance 
companies. Post-retirement health care and life insurance expense for fiscal years 1987. 1986 
and 1985 was $1,407, $1,422 and $1,470, respectively. 

11. Lease Substantially all of the company's retail oudets and certain odier real properties and equipment 

Commitments are operated under lease agreements expiring at various dates through the year 2022. Leases 
covering retail outlets and equipment generally require, in addition to stated minimums. 
contingent rentals based on retail sales and equipment usage. Generally, the leases provide for 
renewal for various periods at stipulated rates. 
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Assets recorded under capital leases were as follows: 



1987 

1986 

1985 

Land 

$ 783 

$ 783 

S 783 

Buildings 

78.234 

82.158 

82,476 

Machinery' and equipment 

9,029 

9.360 

10,660 


88,046 

92.301 

93,919 

Accumulated depreciation 

44.053 

43.636 

39,948 


$43,993 

$48,665 

$53,971 


Future minimum lease payments under capital leases, reduced by minimum rentals from 
subleases of $4,199 at February 28. 1987. aggregate $95,757 of which $56,001 is included in 
obligations under capital leases and current maturities, $31,126 represents interest, and the 
balance represents other costs of the leases including taxes, insurance and maintenance. Annual 
payments under capital leases are $11,289, $10,733, $10,115, $9,694 and $8,818 for fiscal 
years 1988 through 1992. respectively. 

Total rent expense was as follows: 



1987 

1986 

1985 

Basic rentals under operating leases 

Contingent rentals, operating and capital 

$38,458 

$35,858 

$40,181 

leases 

37,451 

33,754 

32,571 


75,909 

69,612 

72,752 

Less sublease rentals 

1,311 

1,718 

2,181 


$74,598 

$67,894 

$70,571 

Included in rent expense above is the cost of services 

provided by lessors of leased retail 


departments, estimated to aggregate $18,500. $16,700 and $15,500 in fiscal years 1987. 1986 
and 1985, respectively. 

Future minimum lease payments under operating leases, reduced by minimum rentals from 
subleases of $5,799, at February 28, 1987, aggregate $199,379. Annual payments under 
operating leases are $34,232, $30,254, $26,014, $22,732 and $19,531 for fiscal years 1988 
through 1992, respectively. 

12. Litigation The company is or may become a defendant in a number of pending or threatened legal 

proceedings in the ordinary course of business. In the opinion of management, the ultimate 
liability 7 , if any. of the company from all such proceedings will not have a material effect upon 
the consolidated financial position. 

13. Earnings Per Earnings per share are based on the weighted average number of shares of common stock and 

Share common stock equivalents outstanding during the year, plus those common shares w hich would 

have been issued if conversion of all preferred stock and convertible debentures had taken place 
at the beginning of each vear or since date of issuance. Stock options, the exercise of w hich 
would result in dilution of earnings per share, are considered common stock equivalents. Net 
earnings for these computations are increased by the net interest expense on tin' convertible 
debentures in fiscal 1986 and 1985. Primary earnings per share do not differ significantly from 
fully diluted earnings per share. 
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NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS (CONT'D) 

(Dollars in thousands except per share data) 


14. Business The company’s four business segments are Apparel Manufacturing, General Retail 

Segment Merchandising, Footwear Manufacturing and Retailing, and Furniture and Home Furnishings. 

Information Specific information, on an unaudited basis, relating to die operating companies and their 

products, which comprise each segment, is included on die inside front cover and on pages 6 
through 33. Summarized financial information bv business segment is as follows: 

1987 1986 1985 


Net sales to unaffiliated customers: 

Apparel 

$ 817,660 

$ 907.833 

$ 943,077 

General Retail 

498.324 

461.785 

545,322 

Footwear 

663.521 

558,286 

580,467 

Furniture 

634.234 

582.836 

556,880 

Total 

$2,613,739 

$2,510,740 

$2,625,746 

Operating earnings: 

Apparel 

$ 47,269 

$ 66,716 

$ 83,062 

General Retail 

40,610 

32,085 

17,277 

Footwear 

52,136 

48.475 

54.727 

Furniture 

75,913 

57,285 

53.882 


215,928 

204.561 

208.948 

Asset redeployment expenses 

— 

— 

(35,010) 

Corporate expenses and interest cost 

(27,748) 

(25,706) 

(29.835) 

Earnings before income taxes 

$ 188.180 

$ 178,855 

$ 144,103 

Identifiable assets at year end: 

Apparel 

$ 465.601 

$ 456.972 

S 463,277 

General Retail 

248.639 

234.004 

235,697 

Footwear 

497.706 

291.292 

290,099 

Furniture 

472.4(H) 

455.145 

454,580 


1,684,346 

1,437,413 

1,443,653 

Corporate assets 

36,366 

126,427 

91,588 

Total 

$1,720,712 

$1,563,840 

$1,535,241 

Depreciation expense: 

Apparel 

$ 12,123 

$ 11,965 

$ 11,316 

General Retail 

9,079 

8.294 

9.671 

Footwear 

10,638 

8.286 

7,976 

Furniture 

14,596 

14.478 

13,065 

Capital expenditures: 

Apparel 

$ 8,869 

$ 13.433 

$ 10.815 

General Retail 

8,167 

6,169 

14,338 

Footwear 

7,486 

8.114 

10,519 

Furniture 

16,181 

16.235 

19.646 


On November 1, 1984, die company announced diat it w ould accelerate its asset redeployment 
program under which certain operating divisions not meeting die long-term profitability 
requirements of die company would lie sold or liquidated. To cover the estimated costs and 
expenses associated with the program, a pretax reserve of $35,010 ($20,000 after tax, or $0.62 
per share was provided in the third quarter ended November 30. 1984. Accordingly, the sales 
and earnings of the operating units involved in diis program are not included in the results 
shown above for periods subsequent to September 1. 1984. If this program had been in effect 
for die entire year, net sales of the Apparel segment and die General Retail segment for fiscal 
1985 would have been $936,633 and $457,866. respectively. Substantially all of die estimated 
expenses of the asset redeployment program were allocated to die General Retail segment. This 
program w as completed in fiscal y ear 1987, and all operations, or the net assets of each, have 
been sold. 
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Sales between business segments, which account for less titan 1 % of the sales of any one 
business segment, are considered immaterial and are netted against the sales of the respective 
segment. Operating earnings of the business segment include its sales less all operating expenses. 
Minority interests in certain subsidiaries are immaterial and have been included in corporate 
expenses and interest cost. Substantially all of die company's sales are made to unaffiliated 
customers. No customer accounted for 10% or more of consolidated sales. Foreign operations are 
not material. 

Identifiable assets are those assets used by each segment in its operations. Corporate assets 
consist primarily of cash and marketable securities. The remaining assets of the operating units 
involved in the asset redeployment program are included in corporate assets under identifiable 
assets at fiscal years ended 1986 and 1985. Realized gains (losses) on the sale of marketable 
securities netted against corporate expenses and interest cost amounted to $13, $4,345 and 
$(90) for fiscal years 1987, 1986 and 1985, respectively. 


15. Quarterly 
Financial 
Information 
(Unaudited) 


Following is a summary of unaudited quarterly information for each of the years in die diree 
year period ended February 28, 1987. 



First 

Second 

Third 

Fourth 

Net Sales: 

1987 

1986 

1985 

$579,177 

588,954 

645,528 

$625,677 

644,022 

700,526 

$757,336 

694,704 

698,765 

$651,549 

583,060 

580.927 

Cross Profit: 

1987 

1986 

1985 

$179,538 

177,067 

199,913 

$197,722 

200,747 

214,807 

$236,370 

208,031 

215,146 

$213,330 

199,552 

181.946 


Net Earnings: 


1987 

$ 14.379 

S 23,470 

$ 29,783 

$ 31,011 

1986 

11,204 

23.212 

27.032 

30,899 

1985 

19.468 

24,396 

8.339 

19,960 

Earnings Per Share: 

1987 

$0.45 

$0.75 

$0.94 

$0.99 

1986 

0.35 

0.74 

0.86 

0.97 

1985 

0.58 

0.74 

0.27 

0.63 

Common Dividends Paid Per Share: 




1987 

$0,385 

$0,385 

$0.40 

$0.40 

1986 

0.385 

0.385 

0.385 

0.385 

1985 

0.36 

0.385 

0.385 

0.385 


Common Stock Price Range (High-Low): 


1987 

$45-37 

$ 48-39 

$47-38 

$45-37 

1986 

35-31 

36-32 

37-31 

40-34 

1985 

31-28 

31-28 

30-28 

33-29 


The closing market price of INTERCOM common and preferred stock at fiscal year end 1987 
was $42% and $18514 per share, respectively. 
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NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS (CONT'D) 

(Dollars in thousands except per share data) 


Included in the fourth quarter of fiscal 1986 are certain favorable inventory adjustments 
approximating $7.0 million, net of tax, representing refinements of gross margin estimates used 
in the first tliree quarters of die year. Management believes such adjustments reflect the 
seasonality, fashion-consciousness, and promotional nature of certain of the 1 markets served by 
the company. 


16. Subsequent 
Events 
(Unaudited) 


On April 13. 1987, the shareholders of the company approved die acquisition of all of the 
outstanding common stock of The Lane Company. Incorporated (Lane) in exchange for 1 x h 
shares of the company's common stock. Lane designs, manufactures, and sells wooden, metal 
and upholstered furniture and related furniture parts, and will be included in the Furniture and 
Home Furnishings Segment of die company. The transaction will tie accounted for on a pooling 
of interests basis in fiscal 1988. and, accordingly, historical financial data in future reports will 
be restated to include Lane. The following unaudited pro forma data summarizes die combined 
results of operations of the company and Lane as though the merger had occurred at the 
beginning of fiscal 1985. 


Net sales 
Net earnings 
Earnings per share 


1987 

S2,94(i,902 

8125,497 

$2.91 


1986 

$2,832,384 

$119,231 

82.77 


1985 

$ 2 , 910,680 

894,694 

$ 2.17 


Also, the shareholders of die company approved an increase in the authorized common stock 
from 100 million to 125 million shares. 


Independent 

Accountants' 

Report 


The Board of Directors and Shareholders 
INTERCO INCORPORATED: 

We have examined die consolidated balance sheets of INTERCO INCORPORATED and 
subsidiaries as of February 28, 1987, 1986. and 1985 and die related consolidated statements 
of earnings, shareholders' equity, and changes in financial position for die years then ended. 
Our examinations were made in accordance w ith generally accepted auditing standards and. 
accordingly, included such tests of die accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated financial statements present fairly the financial 
position of INTERCO INCORPORATED and subsidiaries at February 28. 1987, 1986, and 
1985 and the results of their operations and the changes in their financial position for die years 
dien ended, in conformity with generally accepted accounting principles applied on a consistent 
basis. 


St. Louis, Missouri 
April 6, 1987 
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FIVE YEAR 

CONSOLIDATED 

FINANCIAL 

REVIEW 

(Dollars in thousands except per share data) 

Years Ended 

1987 

1986 

1985 

1984 

1983 

For The Year 






Summary of operations: 






Net sales 

$2,613,739 

$2,510,740 

$2,625,746 

$2,678,886 

$2,566,606 

Cost of sales 

1,786,779 

1.725,343 

1,813,934 

1.820.366 

1.759.527 

Interest expense 

28,082 

25,523 

26,400 

31.662 

35.072 

Earnings before income taxes 

188.180 

178,855 

144.103 

221.021 

165.876 

As a percent of sales 

7.2% 

7.1% 

5.5% 

8.3% 

6.5% 

Income taxes 

89,537 

86.508 

71,940 

104.827 

80.114 

Net earnings 

98,643 

92,347 

72,163 

116.194 

85.762 

As a percent of sales 

3.8% 

3.7% 

2.7% 

4.3% 

3.3% 

Net earnings applicable to common stock 

98.643 

92,351 

72,172 

116.204 

85.774 

Per share of common stock: 






Earnings 

$3.13 

$2.92 

$2.22 

$3.51 

$2.61 

Dividends 

$1.57 

$1.54 

$1,515 

$1.44 

$1.44 

Average common and common equivalent 






shares outstanding (in thousands) 

31,541 

31,641 

32,459 

33.124 

32.858 

Cash dividends paid: 






On common stock 

$ 44,867 

$ 43,689 

$ 44,345 

$ 41.930 

$ 41,018 

On preferred stock 

$ 4,972 

$ 5,405 

$ 5.985 

$ 6,701 

$ 7,478 


At Year End 


Working capital 

$ 789,892 

$ 847.182 

$ 781,333 

$ 852.847 

$ 828.842 

Property, plant and equipment, net 

438,565 

395,042 

401,092 

408.365 

409,973 

Capital expenditures: 






Company owned property 

41,581 

43.362 

56.023 

47.627 

36,144 

Capitalized leased property 

735 

1,409 

2.337 

3.431 

3.966 

Total assets 

1,720,712 

1.563,840 

1,535,241 

1,607.832 

1,554,975 

Long-term debt 

135.019 

127,409 

133.311 

139.914 

193,341 

Obligations under capital leases 

50.546 

56,495 

61.403 

69.002 

73,785 

Shareholders' equity 

1,148,948 

1,111.293 

1,064.764 

1,100.963 

1,023,231 

Book value per common share 

$ 38.06 

$ 36.52 

$ 35.22 

$ 34.41 

$ 32.32 
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PRINCIPAL 
COMPANIES 
OF INTERCO 


Apparel Manufacturing 
Group 

Abe Schrader Corporation 

New York. New York 

Big Yank Corporation 

New York, New- York 

The Biltwell Company, Inc. 

St. Louis. Missouri 

Campus Sportswear Company 

Paramus, New Jersey 

College-Town 

Braintree. Massachusetts 

Cowden Manufacturing Company 

Lexington, Kentucky 

Devon Apparel 

Philadelphia. Pennsylvania 

International Hat Company 

St. Louis, Missouri 

Londontown 

Eldersburg, Maryland 

Queen Casuals, Inc. 

Ph iladel pi i ia, Pennsy I van ia 

Stuffed Shirt Inc. 

New York. New York 


General Retail 
Merchandising Group 

Central Hardware Company 

St. Louis. Missouri 
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Incorporated 
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I^enoir. North Carolina 

Ethan Allen Inc. 

Danbury. Connecticut 
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